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To  the  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  financial-compliance  audit  report  on  the  Office  of  the  Secretary 
of  State  for  the  two  fiscal  years  ended  June  30,  1992.   Included  in  this  report  are 
recommendations  concerning  undeposited  receipts,  restrictive  endorsement  on 
checks,  segregation  of  duties,  compliance  with  state  travel  laws,  and  expenditure 
accrual  procedures. 

The  office's  written  response  to  audit  recommendations  is  included  in  the 
back  of  the  audit  report. 

We  thank  the  Secretary  of  State  and  his  staff  for  their  assistance  and 
cooperation. 


Respectfully  submitted. 


Scott  A.  Seacat 
Legislative  Auditor 
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For  the  Two  Fiscal  Years  Ended  June  30,  1992 


Office  of  the  Secretary  of  State 


Members  of  the  audit  staff  involved  in  this  audit  were  John  Fine, 
Chuck  V.  Jensen,  Wayne  Kedish,  Maureen  G.  Leo  and  Kris  Wilkinson. 
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Summary  of  Recommendations 

This  listing  below  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the  report, 
the  office's  response  thereto,  and  a  reference  to  the  supporting  comments. 

Recommendation  #1  We  recommend  the  office: 

A.  Reorganize  personnel  workload  in  order 
to  ensure  collections  are  deposited  in 

accordance  with  state  law 5 

Agency  Response:  Concur.  See  page  B-4. 

B.  Establish  procedures  to  ensure  that  all 
undeposited  collections  are  properly 

secured  in  accordance  with  state  policy 5 

Agency  Response:  Concur.  See  page  B-4. 

C.  Establish  procedures  to  ensure  all  checks 
are  endorsed  upon  receipt  in  accordance 

with  state  policy 5 

Agency  Response:  Concur.  See  page  B-5. 

Recommendation  #2                     We  recommend  the  office  implement  procedures 
to  ensure  payroll  duties  are  properly  segre- 
gated in  compliance  with  state  policy 7 

Agency  Response:  Concur.  See  page  B-5. 

Recommendation  #3  We  recommend  the  office  ensure  mileage  and 

meal  reimbursements  comply  with  state  laws 8 

Agency  Response:  Concur.  See  page  B-6. 

Recommendation  #4                     We  recommend  the  office  record  expenditures 
in  the  proper  year  in  accordance  with  state 
law  and  policy . ,  .  .      9 

Agency  Response:  Concur.  See  page  B-6. 
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Introduction 


Introductimi 


We  performed  a  financial-compliance  audit  of  the  Office  of  the 
Secretary  of  State  (office)  for  the  two  fiscal  years  ended  June  30, 
1992.  The  audit  objectives  were  to: 


1 .  Determine  office  compliance  with  applicable  laws  and 
regulations. 

2.  Make  recommendations  for  improvements  in  the  manage- 
ment and  internal  controls  of  the  office. 

3.  Determine  if  the  financial  schedules  present  fairly  the 
results  of  operations  of  the  office  for  the  two  fiscal  years 
ended  June  30,  1992. 

4.  Determine  the  implementation  status  of  prior  audit  recom- 
mendations. 

This  report  contains  four  recommendations  to  the  office.  These 
recommendations  address  areas  where  the  office  can  improve 
internal  control,  financial  reporting,  and  compliance  with  laws 
and  regulations.  Other  areas  of  concern  not  having  a  significant 
effect  on  the  successful  operations  of  the  office  are  not  included 
in  this  report,  but  have  been  discussed  with  management. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and 
disclosed  the  costs,  if  significant,  of  implementing  the  recom- 
mendations made  in  this  report. 


Backgronnd 


The  Office  of  the  Secretary  of  State  is  established  by  Article  VI, 
Section  1 ,  of  the  Montana  Constitution  and  the  Secretary  of 
State's  duties  are  set  forth  in  Title  2,  chapter  15,  part  4,  of  the 
Montana  Code  Annotated  (MCA).  The  office  files,  maintains, 
and  preserves  the  permanent  records  of  the  state  and  certain 
public  interest  records  of  private  citizens.  The  office  publishes 
the  Montana  Administrative  Register  (MAR)  and  the  Adminis- 
trative Rules  of  Montana  (ARM). 


As  the  chief  election  officer,  the  Secretary  of  State  maintains 
uniformity  in  the  application  of  the  election  laws  and  retains 
election  records  through  the  Elections  Bureau  within  the  office. 
Effective  July  1,  1991,  the  state's  records  management  program. 
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Introduction 


with  9.25  full-time  equivalent  employees,  was  transferred  from 
the  Department  of  Administration  to  the  Office  of  the  Secretary 
of  State.  The  office  accounts  for  records  management  activity  in 
the  Internal  Service  Fund.   Currently,  the  office  operates  with 
eight  of  its  employees  exempt  from  the  provisions  of  the  state- 
wide classification  plan.   For  all  of  its  function,  the  Secretary  of 
State  had  35.25  authorized  full-time  equivalent  employees  during 
fiscal  year  1991-92. 
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Prior  Audit  Recommendations 


Prior  Audit  We  performed  the  prior  audit  of  the  Office  of  the  Secretary  of 

Recommendations  State  for  the  two  fiscal  years  ended  June  30,  1990.  The  report 

contained  six  recommendations.   Four  of  the  recommendations 
were  implemented,  one  was  partially  implemented,  and  one  was 
not  implemented.  The  recommendations  not  fully  implemented 
concern  cash  receipts  and  restrictively  endorsing  checks.  These 
issues  are  discussed  on  page  4  of  this  report. 
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Findings  and  Recommendations 


Cash  Management  The  office  collects  fees  for  governmental  services  which  include 

filing  foreign  and  domestic  corporate  reports,  trademarks, 
assumed  business  names.  Uniform  Commercial  Codes  and  agri- 
cultural liens.  Fees  collected  for  these  services  during  the  audit 
period  totaled  approximately  $2,400,000.   Annual  corporate 
report  filings,  which  represent  a  majority  of  collections,  are 
received  in  January  through  April  each  year. 

During  the  audit  period,  the  office  did  not  deposit  cash  receipts, 
properly  safeguard  undeposited  receipts  or  restrictively  endorse 
checks  in  accordance  with  state  law  or  policy.  State  law  requires 
all  moneys  be  deposited  daily  with  the  state  treasurer  when  the 
accumulated  amount  of  collections  exceeds  $500.  State  policy 
requires  that  undeposited  collections  be  appropriately  secured 
and  checks  be  restrictively  endorsed  upon  initial  receipt.   We 
noted  the  following  examples  of  noncompliance  with  state  law 
and  policy. 

We  reviewed  a  sample  of  41  revenue  transactions  from  fiscal 
years  1990-91  and  1991-92.  Our  review  noted  that  22  of  the 
transaction  fees  collected  were  deposited  in  the  state  treasury 
3  to  29  days  after  initial  receipt.  Because  daily  receipts  exceeded 
$500,  all  collections  should  have  been  deposited  when  received. 
We  estimate  the  office  could  generate  a  minimum  of  $1,000  per 
year  in  additional  interest  for  the  General  Fund  through  the 
timely  deposit  of  these  fees. 

We  also  observed  that  the  vault  in  which  the  office  stored 
undeposited  collections  was  closed  at  night  but  not  locked. 
According  to  office  personnel  the  lock  on  the  vault  had  been 
broken  for  years.   We  conducted  a  count  of  the  amount  of 
undeposited  collections  stored  in  the  vault  at  the  end  of  one  day. 
The  total  of  undeposited  collections  for  this  day  was  approxi- 
mately $67,000.   We  also  noted  during  the  count  that  there  were 
approximately  3,700  unopened  annual  corporate  reports. 
Because  they  were  unopened,  the  checks  in  these  envelopes  were 
not  endorsed  or  recorded  as  received.  Some  of  these  envelopes 
had  remained  unopened  in  the  vault  for  as  long  as  16  days. 
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Findings  and  Recommendations 


In  the  previous  six  audits,  we  recommended  the  office  deposit  its 
filing  receipts  in  a  timely  manner.  Office  officials  indicated  that 
budget  constraints  have  prevented  them  from  hiring  the 
additional  personnel  necessary  to  insure  the  timely  deposit  of 
receipts.   From  our  observations  of  the  receipt  process,  we 
believe  that  the  office  could  open  all  mail,  endorse  and  deposit 
all  fees  collected  on  a  daily  basis  with  the  personnel  the  office 
currently  employs.  To  accomplish  daily  deposit,  the  office 
would  need  to  reorganize  the  workload  of  employees  currently 
involved  in  the  process  and  make  depositing  collections  on  a 
daily  basis  a  higher  priority.   In  addition,  the  office  should 
establish  a  means  of  logging  receipts  so  checks  can  be  deposited 
as  received  rather  than  when  the  filing  is  approved.   We  believe 
that  the  office  can  deposit  its  collections  on  the  day  of  receipt 
without  compromising  the  ability  to  complete  the  filings  in  a 
timely  manner. 


Recommendation  #1 

We  recommend  the  office: 

A.  Reorganize  personnel  workload  in  order  to  ensure 
collections  are  deposited  in  accordance  with  state 
law. 

B.  Establish  procedures  to  ensure  that  all  undeposited 
collections  are  properly  secured  in  accordance  with 
state  policy. 

C.  Establish  procedures  to  ensure  all  checks  are 
endorsed  upon  receipt  in  accordance  with  state 
policy. 
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Internal  Control 


The  office's  responsibilities  include  establishing  and  maintaining 
adequate  systems  of  internal  control.  The  objectives  of  a  system 
of  internal  control  are  to  provide  management  with  reasonable, 
but  not  absolute,  assurance  that  resources  are  safeguarded;  and 
reliable  data  is  obtained,  maintained,  and  disclosed  in  manage- 
ment reports.  Because  of  inherent  limitations  in  any  system  of 
control,  errors  or  irregularities  may  occur  and  not  be  detected. 
However,  a  good  control  system  reduces  the  risk  of  such  errors 
or  irregularities. 


Segregation  of  Duties 


During  our  review  of  payroll  procedures,  we  noted  one  area  of 
concern  involving  segregation  of  duties.  State  policy  requires 
"that  no  one  person  should  perform  incompatible  functions. 
Incompatible  functions  place  an  employee  in  a  position  to 
perpetrate  and  conceal  errors  or  irregularities  in  the  normal 
course  of  their  duties.   Functional  responsibilities  of  record- 
keeping, authorization,  and  custodianship  should  be  separated." 
We  noted  the  following  instances  where  the  responsibilities  over 
payroll  are  not  appropriately  separated. 


The  accounting  clerk  inputs  payroll  information  onto  the  PPP 
Central  Payroll  System.  A  copy  of  pre-payroll  is  printed  and 
given  to  the  fiscal  officer  for  approval.  After  the  copy  of  pre- 
payroll  is  approved,  it  is  returned  to  the  accounting  clerk  who 
takes  the  approved  pre-payroll  copy  to  Central  Payroll.  The 
accounting  clerk  also  sends  the  on-line  payroll  information  to 
Central  Payroll.  The  fiscal  officer  does  not  approve  pre-payroll 
on-line.  As  a  result,  the  accounting  clerk  could  alter  the  on-line 
pre-payroll  and  the  approved  printed  copy  prior  to  submitting 
them  to  central  payroll  without  the  changes  being  detected.  To 
maintain  proper  segregation  of  duties  between  the  individuals 
who  prepare  and  approve  the  payroll,  the  approved  printed  copy 
of  pre-payroll  should  go  directly  from  the  fiscal  officer  to 
Central  Payroll. 
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Findings  and  Recommendations 


Recommendation  #2 

We  recommend  the  office  implement  procedures  to  ensure 
payroll  duties  are  properly  segregated  in  compliance  with 
state  policy. 


State  Compliance  During  our  audit  we  reviewed  state  laws  and  regulations 

applicable  to  the  office.  The  following  sections  discuss 
compliance  issues  related  to  travel  and  expenditure  accruals. 


Travel  During  expenditures  testing  we  noted  three  instances  of  non- 

compliance with  state  travel  laws.  The  three  instances  noted  are 
described  below. 

—  The  Secretary  of  State  leases  a  car  for  office  use.   If  an 
employee  needs  the  car  and  it  is  not  available,  the  employee 
uses  their  personal  vehicle.  The  office  reimburses  the 
employee  at  the  mileage  rate  allowed  by  the  U.S.  Internal 
Revenue  Service  in  the  proceeding  year  as  provided  by 
statute.   According  to  section  2-18-503,  MCA,  an 
individual  who  is  authorized  to  operate  a  privately  owned 
vehicle,  even  though  a  government-owned  or  leased  vehicle 
is  available,  should  be  reimbursed  for  mileage  at  three  cents 
per  mile  less  than  the  internal  revenue  service  rate.   Because 
the  office  has  access  to  the  state  motor  pool,  personal  car 
use  should  be  reimbursed  at  the  lower  mileage  rate 
whenever  a  motor  pool  car  is  available. 

—  A  member  of  the  Elections  Advisory  Council  attended  a 
meeting  in  Helena.  The  travel  to  and  from  Helena  was 
completed  on  the  same  day.  The  member  received  reim- 
bursement for  three  meals  for  the  one  day.  Section  2-18- 
502(1  )(e),  MCA,  allows  a  maximum  of  only  two  meal 
allowances  if  the  travel  begins  before  or  was  completed 
after  the  employee's  assigned  travel  shift  and  the  travel  did 
not  exceed  24  hours.  Because  the  member's  travel  did  not 
exceed  24  hours,  the  member  should  have  received  reim- 
bursement for  only  two  meals. 
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Findings  and  Recommendations 


--     The  Election  Advisory  Council  held  a  meeting  in  Helena 
and  lunch  was  provided  by  the  office.   One  of  the  members 
of  the  council  requested  and  received  reimbursement  for 
this  lunch  on  a  travel  expense  voucher.  As  a  result,  the 
office  paid  for  the  meal  twice. 

Agency  personnel  stated  the  instances  of  noncompliance  with 
travel  laws  were  caused  by  management  oversight  and  unfamiliar- 
ity  with  travel  laws.  Office  personnel  should  familiarize 
themselves  with  state  travel  laws  and  implement  procedures  to 
monitor  travel  expenses  to  ensure  compliance  with  travel  laws. 


Rgypmrnentlgtion  #3 

We  recommend  the  office  ensure  mileage  and  meal  reim- 
bursements comply  with  state  law. 


Expenditure  Accrual  State  policy  allows  expenditures  to  be  charged  to  an  appropria- 

tion if  they  are  a  valid  obligation  of  the  fiscal  year  for  which  the 
appropriation  is  available.  An  expenditure  is  a  valid  obligation 
in  the  period  incurred  or  if  there  is  an  outstanding  purchase 
order  at  fiscal  year-end. 

The  office  recorded  a  $2,276  expenditure  in  the  Special  Revenue 
Fund  in  fiscal  year  1991-92.  The  expenditure  covered  printing 
costs  for  July's  editions  of  the  Montana  Administrative  Register. 
The  office  issued  print  orders  for  the  registers  in  July  1992. 
Office  personnel  stated  they  accrued  the  expenditure  to  use 
remaining  authority  in  a  fiscal  year  1991-92  appropriation. 
Because  the  registers  were  ordered  in  July,  the  print  costs  are 
valid  fiscal  year  1992-93  expenditures  and  should  not  be 
recorded  in  fiscal  year  1991-92. 


Pages 


Findings  and  Recommendations 


Recommendation  #4 

We  recommend  the  office  record  expenditures  in  the  proper 
year  in  accordance  with  state  law  and  policy. 
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&  Agency  Financial  Schedules 


Page  A-] 


Summary  of  Independent  Auditor's  Report 


Sonimaiy  of  Indepen-  The  financial  schedules  are  prepared  from  the  Statewide  Budget- 

dent  Auditor's  Report  ing  and  Accounting  System  without  adjustments  for  errors  noted 

during  the  audit.  The  auditor's  opinion  issued  in  this  report  is 
intended  to  convey  to  the  reader  of  the  financial  schedules  the 
degree  of  reliance  which  can  be  placed  on  the  amounts 
presented. 

The  opinion  on  the  financial  schedules  presented  indicates  the 
schedules  are  fairly  stated  in  all  material  respects  and  the  user 
can  rely  on  the  information  presented. 
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LEGAL  COUNSEL: 
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INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARYBRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  financial  schedules  of  the  Office  of  the  Secretary  of 
State  for  each  of  the  two  fiscal  years  ending  June  30,  1991  and  1992,  beginning  on  page  A-4.  The 
information  contained  in  these  schedules  is  the  responsibility  of  the  office's  management.   Our 
responsibility  is  to  express  an  opinion  on  these  financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those 
standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether 
the  financial  schedules  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test 
basis,  evidence  supporting  the  amounts  and  disclosures  in  the  financial  schedules.  An  audit  also 
includes  assessing  the  accounting  principles  used  and  significant  estimates  made  by  management, 
as  well  as  evaluating  the  overall  financial  schedule  presentation.  We  believe  that  our  audit  pro- 
vides a  reasonable  basis  for  our  opinion. 

As  described  in  note  1  to  the  financial  schedules,  the  office's  financial  schedules  are 
presented  on  a  comprehensive  basis  of  accounting  other  than  generally  accepted  accounting  prin- 
ciples. The  schedules  are  not  intended  to  be  a  complete  presentation  and  disclosure  of  the  office's 
assets,  liabilities,  and  cash  flows. 

In  our  opinion,  the  financial  schedules  referred  to  above  present  fairly,  in  all  material 
respects,  the  results  of  operations  and  changes  in  fund  balances  of  the  Office  of  the  Secretary  of 
State  for  each  of  the  two  fiscal  years  ending  June  30,  1991  and  1992,  in  conformity  with  the  basis 
of  accounting  described  in  note  1. 

Respectfully  submitted. 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


February  24,  1993 
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OFFICE  OF  THE  SECRETARY  OF  STATE 

SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1992 


General 
Fund 


Special 

Internal 

Revenue 

Service 

Funds 

Funds 

FUND  BALANCE:  July  1,  1990 


$  28.689 


ADDITIONS : 

Fiscal  Year  1990-91 
Budgeted  Revenue  &  Transfers  In 
Nonbudgeted  Revenue  &  Transfers  In 


1,U7,865 
1,000 


164,878 


Fiscal  Year  1991-92 
Budgeted  Revenue  &  Transfers  In 
Direct  Entries  to  Fund  Balance 
Total  Additions 


1,212,611 


2.361.476 


194,767 


359.645 


297,109 

48.251 

345.360 


REDUCTIONS : 

Fiscal  Year  1990-91 
Budgeted  Expenditures  &  Transfers  Out      942,643 
Prior  Year  Revenue  Adjustments  8,945 

Support  to  State  of  Montana  197,277 


164,515 


Fiscal  Year  1991-92 
Budgeted  Expenditures  &  Transfers  Out      938,545 
Prior  Year  Expenditure  Adjustments  182 

Support  to  State  of  Montana  273,884 

Nonbudgeted  Expenditures  &  Transfers  Out  

Total  Reductions  2.361.476 


FUND  BALANCE:  June  30,  1992 


0 


182,804 
253 


347.572 
$  40.762 


328,114 


12, 

,243 

340 

,357 

$=^ 

.003 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System. 
Additional  information  is  provided  in  the  notes  to  the  financial  schedules 
beginning  on  page  A- 8. 
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OFFICE  OF  THE  SECRETARY  OF  STATE 


SCHEDULE  OF  BUDGETED  REVENUE  -  ESTIMATE  &  ACTUAL 
FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30,  1992 

Licenses 
and 

Charges 

for 
Services 

Sale  of 
Documents, 
Merchandise, 
Miscellaneous    &  Property 

Total 

Fiscal  Year  1991-92 

GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

$668,500 
805. A74 

$136.974 

$336,000 
406,384 

$  70,384 

$  2,000 
753 

$(1.247) 

$1,006,500 
1.212.611 

SPECIAL  REVENUE  FUND 


Estimated  Revenue 
Actual  Revenue 

$170, 
194, 

,250 
J67 

$  170,250 
194,767 

Collections  Over 
(Under)  Estimate 

»Ji 

^517 

$   24,517 

INTERNAL  SERVICE  FUNDS 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

$280,000 
296,708 

$^16,708 

$   500 
401 

$  280,500 
297,109 

Fiscal  Year  1990-91.   . 

GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

$660,000 
753.684 

«-23,684 

$322,100 
392.843 

$.^0,743 

$  1.500 
1.338 

$  (162) 

$  983,600 
1,147,865 

$  164.265 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$170,500 
164.878 


$  (5.622) 


$  170,500 
164.878 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-8. 


Additional  information  is 


Page  A- 5 


OFFICE  OF  THE  SECRETARY  OF  STATE 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  BY  OBJECT  AND  FUND 

BUDGET  AND  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1992 


Business  & 

Government 

Service 


PERSONAL  SERVICES 

Salaries 

$435,209 

Employee  Benefits 

X08.099 

Total 

543.308 

OPERATING  EXPENSES 

Other  Services 

231,994 

Supplies  &  Materials 

35,757 

Communications 

66,237 

Travel 

12,677 

Rent 

29,524 

Utilities 

Repair  &  Maintenance 

7,416 

Other  Expenses 

4,318 

Goods  Purchased  For  Resale 

Total 

387,923 

Administrative 
Code 

$  80,034 
19.729 
99.763 


59,890 
2,403 

13,710 

526 

5,146 


980 
386 


Records 

Management 

$171,732 

45.541 

217.273 


Total 


686,975 
173.369 
860.344 


83.041 


11,024 

302,908 

19,827 

57,987 

4,082 

84,029 

1,685 

14,888 

47,390 

82,060 

1,069 

1,069 

8,175 

16,571 

1,126 

5,830 

8.108 

8.108 

102.486 


573.450 


EQUIPMENT  AND  INTANGIBLE  ASSETS 
Equipment 
Total 


7.314 


8.355 
8,355 


15.669 
15.669 


TOTAL  PROGRAM  EXPENDITURES 


$938.545 


$182.804 


$328.114   $1.449.463 


GENERAL  FUND 

Budgeted  $994,647 

Actual  938.545 

Unspent  Budget  Authority  $  56.102 


$  994,647 

938.545 

$   56.102 


SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$  185,293 

182.804 

$    2.489 


INTERNAL  SERVICE  FUNDS 
Budgeted 
Actual 
Unspent  Budget  Authority 


$348,143 

328.114 

$_20.029 


$   348,143 

328.114 

$_   20.029 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Addi- 
tional information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on 
page  A- 8. 
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OFFICE  OF  THE  SECRETARY  OF  STATE 


SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES 

BY  OBJECT  AND  FUND 

BUDGET  AND  ACTUAL 

FOR  THE  FISCAL 

,  YEAR  ENDED  JUNE 

30.  1991 

Business  & 

Government    Administrative 

Service 

Code 

Total 

PERSONAL  SERVICES 

Salaries 

$416,835 

$  70,786 

$ 

487,621 

Employee  Benefits 

103,524 

16.515 

_ 

120.039 

Total 

520.359 

87.301 

- 

607.660 

OPERATING  EXPENSES 

Other  Services 

237,380 

52,485 

289,865 

Supplies  &  Materials 

56,944 

5,147 

62,091 

Communications 

56,514 

9,416 

65,930 

Travel 

15,662 

922 

16,584 

Rent 

28,560 

5,027 

33,587 

Repair  &  Maintenance 

5,216 

906 

6,122 

Other  Expenses 

3.785 

510 

_ 

4.295 

Total 

404,061 

74.413 

- 

478,474 

EQUIPMENT  AND  INTANGIBLE  ASSETS 

Equipment 

12.622 

1,812 

_ 

14.434 

Total 

12.622 

1.812 

- 

14.434 

DEBT  SERVICE 

Leases 

4,072 

719 

4,791 

Installment  Purchases 

1,529 

270 

1.799 

Total 

5.601 

989 

- 

6,590 

TOTAL  PROGRAM  EXPENDITURES 

$942,643 

$164,515 

$1 

GENERAL  FUND 

Budgeted 

$957,410 

$ 

957,410 

Actual 

942.643 

942.643 

Unspent  Budget  Authority 

S  14.767 

$= 

14.767 

SPECIAL  REVENUE  FUND 

Budgeted 

$170,065 

$ 

170,065 

Actual 

164,515 

164,515 

Unspent  Budget  Authority 

$   5,550 

$. 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System. 
Additional  information  is  provided  in  the  notes  to  the  financial  schedules 
beginning  on  page  A- 8. 
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Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  1992 


Sommaiy  of  Significant 
Accounting  Policies 


Basis  of  Accounting 


The  Office  of  the  Secretary  of  State  uses  the  modified  accrual 
basis  of  accounting,  as  defined  by  state  accounting  policy,  for  its 
Governmental  Funds.   In  applying  the  modified  accrual  basis, 
the  office  records: 


Revenues  when  it  receives  cash  or  when  receipts  are 
measurable  and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  department 
incurs  the  related  liability  and  it  is  measurable. 

State  accounting  policy  also  requires  the  office  to  record 
the  cost  of  employees'  annual  leave  and  sick  leave  when 
used  or  paid. 

The  office  uses  accrual  basis  accounting  for  its  Proprietary  Fund. 
Under  the  accrual  basis,  as  defined  by  state  accounting  policy, 
the  office  records  revenues  in  the  accounting  period  earned,  if 
measurable,  and  records  expenses  in  the  period  incurred,  if 
measurable. 

Expenditures  and  expenses  may  include:  entire  budgeted  service 
contracts  even  though  the  office  received  the  services  in  a  sub- 
sequent fiscal  year;  goods  ordered  with  a  purchase  order  before 
fiscal  year-end,  but  not  received  as  of  fiscal  year-end;  and 
equipment  ordered  with  a  purchase  order  before  fiscal  year-end. 


Basis  of  Presentation 


The  financial  schedule  format  is  in  accordance  with  the  policy  of 
the  Legislative  Audit  Committee.  The  financial  schedules  are 
prepared  from  the  Statewide  Budgeting  and  Accounting  System 
without  adjustment.  Accounts  are  organized  in  funds  according 
to  state  law.  The  office  uses  the  following  funds: 
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Notes  to  the  Financial  Schedules 


Governmental  Funds 


General  Fund  -  to  account  for  all  financial  resources  except 
those  required  to  be  accounted  for  in  another  fund.  The  office 
records  the  activity  for  business  and  government  service  in  the 
General  Fund. 


Special  Revenue  Fund  -  to  account  for  proceeds  of  specific 
revenue  sources  legally  restricted  to  expenditures  for  specific 
purposes.  The  office  records  the  activity  for  the  sales  of  the 
Administrative  Rules  of  Montana  and  Montana  Administrative 
Register  in  the  Special  Revenue  Fund. 


Proprietary  Fund 


Internal  Service  Fund  -  to  account  for  providing  goods  or 
services  to  other  agencies  or  departments  on  a  cost-reimburse- 
ment basis.  The  office  records  the  activity  for  records  manage- 
ment in  the  Internal  Service  Fund.  Records  management  was 
transferred  to  the  office  July  1,  1991. 


Annual  and  Sick  Leave 


Employees  at  the  office  accumulate  both  annual  and  sick  leave. 
The  office  pays  employees  for  100  percent  of  unused  annual  and 
25  percent  of  unused  sick  leave  credits  upon  termination. 
Accumulated  unpaid  liabilities  for  annual  and  sick  leave  are  not 
reflected  in  accompanying  financial  schedules.  The  department 
absorbs  expenditures  for  termination  pay  in  its  annual  opera- 
tional costs.  At  June  30,  1992,  the  office  had  a  liability  of 
$53,997. 


General  Fund  Balance 


The  General  Fund  is  a  statewide  fund.  Agencies  do  not  have  a 
separate  General  Fund  since  their  only  authority  is  to  pay  obli- 
gations from  the  statewide  General  Fund  within  their  appropria- 
tion limits.  Thus,  on  an  agency's  schedules,  the  General  Fund 
beginning  and  ending  fund  balance  will  always  be  zero. 


Page  A-9 


Agency  Response 


Page  B- 


Page  B-2 


SECRETARY  OF  STATE 

STATE  OF  MONTANA  "  "  3  19S3 


Mike  Cooney  ^^^^^^^  Montana  State  Capitol 

Secretary  of  State  ^"^^^0^  Helena,  MX  59620 


May  3,  1993 


Mr.  John  B.  Fine 

Senior  Auditor 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  Montana     59620 

Dear  Mr.  Fine: 

Attached  please  find  the  written  response  of  the  office  of  the  Secretary  of 
State  to  the  recommendations  contained  in  the  financial  compliance  audit 
conducted  by  your  office  for  the  two  fiscal  years  ended  June  30,  1992. 

I  hope  that  this  information  will  be  of  use  to  you,  and  I  trust  that  you  will 
not  hesitate  to  contact  me  directly  should  you  require  any  additional 
material. 

Sincerely, 


DOUG  MITCHELL 
Chief  Deputy 


Enclosure 
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Reception:  (406)444-2034  -  Business  Services  Bureau:  444-3665  -  Elections  Bureau:  444-4732 
Administrative  Rules  Bureau:  444-2055  -  Records  Management  Bureau  (1320  Bozeman  Avenue):    444-2716 

Fax:  444-3976 


Response  of  the  Office  of  the  Secretary  of  State 

Financial -Compliance  Audit 

For  the  Two  Fiscal  Years  Ended  June  30,  1993 


Recommendation  #1 


We  recommend  the  office: 

A.  Reorganize  personnel  workload  in 
order  to  ensure  collections  are 
deposited  in  accordance  with  state 
law. 


Agency  Response: 


Agree.  As  has  been  evidenced  in  prior 
audits  that  have  contained  similar 
recommendations,  this  agency  has  taken 
bold  steps  to  improve  the  timeliness  of 
deposits. 

However,  it  is  this  agency's  objective  to 
develop  a  work  plan  that  will  allow  the 
agency  to  comply  with  the  letter  of  the 
law. 

Since  the  audit,  a  management  group  has 
been  vested  with  the  task  to  develop  a 
strategy  to  allow  for  immediate  removal 
of  checks  from  incoming  mail . 

In  addition,  legislation  making  the  fees 
charged  by  this  agency  non- refundable  has 
passed  the  legislature  and  will  be 
implemented  on  July  1,  1993. 

The  deadline  for  the  implementation  of 
the  plan  developed  by  the  management 
group  is  September  1,  1993. 

It  should  be  mentioned  that 
implementation  of  an  improved  cash 
management  policy  will  cause  an  increase 
in  the  time  necessary  for  the  agency  to 
file  and  return  documents  to  the  public. 
It  is  estimated  that  new  cash  management 
procedures  will  slow  the  filing  process 
by  at  least  one  day  for  corporation  and 
uniform  commercial  code  filings. 

B.  Establish  procedures  to  ensure  that 
all  undeposited  collections  are 
properly  secured  in  accordance  with 


state  policy, 


Agency  Response: 


Agree.  Procedures  to  correct  this  defect 
have  already  been  implemented.  The  vault 
used  for  the  storage  of  funds  and 
documents  to  be  processed  has  been 
secured  by  means  of  the  installation  of  a 
secure  lock. 


C.  Establish  procedures  to  ensure  all 
checks  are  endorsed  upon  receipt  in 
accordance  with  state  policy. 


Agency  Response: 


Agree.  All  checks  are  restrictively 
endorsed  once  opened.  This  issue  here 
relates  to  checks  on-site,  but  not  yet 
opened . 


The  resolution  to  this  issue  is  tied  to 
the  implementation  of  recommendation  A. 
It  is,  of  course,  impossible  to  endorse  a 
check  while  it  remains  in  an  unopened 
envelope.  With  the  implementation  of 
recommendation  A,  there  will  cease  to  be 
unopened  envelopes  for  any  period  of 
time,  and  therefore,  since  policy  and 
practice  demand  the  immediate  endorsement 
of  all  checks  once  opened,  recommendation 
C  will  also  be  implemented. 

Again,  September  1,  1993  is  the  goal  for 
implementation  of  recommendations  A  and 
C. 


Recommenda:tion  #2 


We  recommend  the  office  implement 
procedures  to  ensure  payroll  duties  are 
properly  segregated  in  compliance  with 
state  policy. 


Agency  Response: 


Agree.  Corrected  procedures  were 
implemented  immediately  upon  notification 
by  the  on-site  auditors  of  the 
deficiency. 


The  new  process  segregates  the  data 
entry,  data  approval,  and  check  pick-up 
functions.  Each  procedure  is  handled  by 
a  different  individual  to  ensure 
protection  from  potential  abuse  and  to 
comply  with  state  law. 
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Recommendation  #3 


We  recommend  the  office  ensure  mileage 
and  meal  reimbursements  comply  with  state 
laws. 


Agency  Response: 


Agree.  Corrected  procedures  were 
implemented  immediately  upon  notification 
by  the  on-site  auditors  of  the  errors 
noted  in  the  report.  The  instances 
listed  were  isolated  errors  that  do  not 
reflect  office  policy,  current  or  past. 


Recommendation  #4 


We  recommend  the  office  record 
expenditures  in  the  proper  year  in 
accordance  with  state  law  and  policy. 


Agency  Response: 


Agree.  The  item  listed  in  the  report  was 
an  isolated  incident,  and  office  policy 
guidelines  have  been  developed  to 
expressly  protect  against  further 
occurrences  of  this  type. 


MCidm  42.155 
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